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1. Introduction:  Understanding the value chain 
The value chain concept offers management a means by which they can evaluate both 
existing and new strategic opportunities.  To some extent this requires a “clean sheet”, 
assuming no restrictions from existing processes, capabilities or assets so they can identify 
“ideal” strategy and structure alternatives.  In the real world there may be (indeed it is 
very likely there will be) constraints and reasons why the “ideal” cannot be selected and 
implemented.  However the analysis will have provided an insight into how best the 
opportunity might be pursued and identify potential problems for successful 
implementation of the selected strategy.  Industry-level value chain analysis is an effective 
way to identify the interplay between different players in any specific industry. It helps 
identify the resources required to compete successfully in an industry and where 
individual organisations should locate within that industry to maximise their “returns” and 
those of the value chain.  It is also potentially a useful method for describing the processes 
and activities within and around an organisation and relating them to an analysis of the 
organisation’s competitive strengths and weaknesses.  (Lindgren and Banhold: 2003).  
While the value chain is becoming more widely accepted as a planning and management 
model much remains to be done concerning planning processes and performance 
management and the issues these present for inter-organisational relationships.  If a value 
chain only operates based on altruistic co-operation between players, the model is clearly 
flawed. Rather it is suggested that value chain analysis not only charts optimum strategic 
options for a firm, but also highlights its perils. 
 
Value chain analysis is equally applicable to vertically integrated organisations as it is to 
virtual organisations.  The whole point of the approach is to identify optimal solutions; 
solutions that are that are acceptable to all stakeholders – customers, suppliers and 
investors.  Any organisation should be aware of the structure of the value adding 
processes within its industry and of its own location within this ‘structure’.  Value chain 
analysis identifies the flow of added value through the value creation processes within 
both the industry and the firm.  It follows that regardless of its configuration it is the role 
of the firm’s executive to be aware of where and how value is created and who benefits 
from the processes.  Value chain analysis does not necessarily imply that it is restricted to 
the search and evaluation of suitable partners. Time can be an important consideration and 
if the acquisition of tangible or intangible assets, rather than a partnership and ownership 
may appear more suitable, then outright purchase or partial equity ownership may offer a 
more effective solution.  This option may offer other solutions, such as more control of the 
required asset, process or capability.  The move (July 2005) by Haier (Chinese whitegoods 
manufacturer) may be an example of such a development.  Haier may well be seeking a 
number of benefits; a global brand, to extend its product range, entry into the US, or, less 
likely, additional production capacity.  If the value processes are monitored frequently, the 
flexible and aware organisation can configure itself (and its partners if these exist) and 
play an important role to capture a dominant share of the value created by these processes.   
 
Scott (1998) takes a strategic management view.  He uses the value chain concept to 
identify the tasks necessary to deliver a product or service to the market.  His approach is 
to combine segmentation and value chain analysis and he suggests a number of questions: 
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In which areas of the value chain does the firm have to be outstanding to 
succeed in each customer segment? 
What skills or competencies are necessary to deliver an outstanding result in 
those areas of the value chain? 
Are they the same for each segment or do they differ radically? 
 
Scott argues: 
All firms, whether industrial or services have a value chain, each part requires 
a strategy to ensure that it drives value creation for the firm overall.  For a 
piece of the value chain to have a strategy means that the individual managing 
it is clear about what capabilities the firm requires to deliver effective market 
impact. 
 
It follows that the firm may not have the relevant competencies to match opportunities.  
Two questions follow: 
Is the structure of the organisation relevant and are its managers competent? 
Can the firm compete effectively by forming a partnership/alliance with other 
firm(s)? 
 
Coordination across the value chain is essential and Scott identifies the fact that 
traditionally this did not occur.  The relationship between a company’s value chain and its 
SBUs (strategic business units) is discussed.  He suggests that certain parts of the value 
chain are likely to be common to all its SBUs.  These include human resources, 
information technology and large parts of its financial and selling functions.  It could be 
argued that the information requirements of individual SBUs might differ and require 
specific services.  It could also be argued that in a market/customer-focussed business 
(and most make this claim) the core elements of the business should be capable of 
developing specific service inputs to ensure competitive advantage. 
 
It has been argued that value chain strategy and management has the expansion of 
customer satisfaction as its primary objective as opposed to the optimisation of supply 
chain costs while meeting specified customer objectives.  Value chain management is a 
proactive approach to customer satisfaction while supply chain management is a cost-
efficient response to existing customer objectives.  Glynwed (Burt: 2000) identified the 
fact that their customers had many more ‘product’ aspirations other than their Aga and 
Rayburn ranges.  Consequently Glynwed established a web based information source that 
identifies ‘product’ ideas and sources; as a consequence, Glynwed plays an important role 
in the expansion of a response to the customer value satisfaction needs of an expanded 
customer base.  
 
1.1 Vertical and horizontal positions in the value chain 
Roberts (2004) discusses organisational design and performance management.  He 
suggests that for many firms an important element of designing the organisation for 
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greater performance is to focus the firm only on those processes that can create the most 
value.  For many this has resulted in vertical disintegration (vertical scope); resulting in a 
range of outsourcing arrangements.  Roberts discusses the role of the “value chain 
organiser” demonstrating that this role may involve the ‘organiser’ in performing an 
additional, important, role within the value chain processes such as product design 
marketing, and distribution (as does Nike) or, as in the case of Benetton (fashion) 
managing the information and logistics flows, and the marketing processes.  In both cases 
the ‘organiser’ manages a complex set of relations with other value chain participants and 
coordinates activities among them.  He identifies an application of the model in electronic 
manufacturing services.  Solectron and Flextronic are very large organisations with 
business valued at “tens of billions of dollars a year, but they have no products of their 
own”.  Roberts also makes reference to computer manufacturers who are beginning to out-
source logistics, order fulfilment, and post-sales service, and even the design and 
manufacture of their low-end products. 
 
It is the realisation that specialisation offers an opportunity to share the benefits that 
accrue to those organisations that have some special asset, capability or process that 
enables them to undertake a specific manufacturing task or service role more efficiently. 
The economics of integration is based upon the effective management of a group of 
independent organisations results in the economics of coordination.  The economics of 
integration and coordination can be defined as: “ The linking of isolated assets, processes 
and capabilities into a single, integrated system that is fast, responsive, flexible, agile, and 
relatively low cost, resulting in a situation in which unit costs decrease as output increases 
because the volume of the entire operation is increased through the coordinated flow of 
materials, information and cash flow, resulting from the optimisation and “leverage” of 
the ownership, distribution and location of assets throughout the value creation system”.  
We can measure the effectiveness of the economics of integration and coordination by 
measuring the its actual performance of; profitability, productivity, and the generation free 
cash flow against predetermined asset intensity (working capital and fixed assets) 
parameters. 
 
Many organisations develop expertise (core capabilities) that provides them with market 
advantages.  For example, retailing companies develop expertise in site location and 
negotiation, marketing and merchandising, procurement, etc.  Some of these capabilities 
have finite application as the opportunities to expand and use them decline.  Site location, 
analysis and negotiation expertise is one of these.  Ideal ‘sites’ are finite; there is evidence 
to show that “retail formulae” only work well when all the factors are in place and 
performance becomes less than optimal if, for example, the site is too small or perhaps is 
in the ‘wrong’ catchment profile.  The temptation to expand retailing businesses is very 
tempting because often the large fixed costs of a buying organisation can be amortised 
over a larger number of locations and the sales volume that results contributes larger 
margins because it is only the variable costs that have to be met.  However eventually 
continued expansion of the business model may approach the point at which to add more 
outlets will begin to cannibalise the sales of existing company outlets.  At this point the 
economies of scope and scale no longer operate and alternative models are sought to 
maintain the growth momentum.  Franchising meets this classification.  Local evidence 
suggests this depends upon the success of the existing base model.  For example the 
“franchise” model pursued by Harvey Norman in consumer durables, ‘electricals’, etc, 
appears successful when many of the core assets (the brand), capabilities (such as 
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procurement management), and processes (marketing expertise) are centralised.  In the 
“Harvey Norman” franchise model the product-service range is compact (generically 
consumer durables) and as such permits the application of expertise and systems 
successfully.   
 
Roberts also discusses horizontal scope but does so in the context of mergers and 
acquisition conglomerate structures in which ownership is a significant issue.  However 
the approach we would pursue is Best’s approach to horizontal markets: “Horizontal 
markets opportunities exist in substitute markets”.  And: “Changing customer needs 
(have) also created a horizontal market opportunity …”(Best: 2004).  Best describes how 
Ocean Spray (a soft drink producer) developed a range of products to meet opportunities 
that emerging consumer life style and health concern interests created.  The horizontal 
scope aspect of the value chain differs albeit slightly, and this can be illustrated by Coca 
Cola’s entry into the mineral water market in Australia.  A competitive strength in an 
essential process offers a company an opportunity to use it to create a competitive position 
in the value chain.  For example, an efficient distribution operation, or an established 
marketing channel with good distributor relationships can be important for success in a 
related market.  While Best uses a broad market to illustrate his approach, one that is more 
interesting for the value chain is based upon product application and market access points.  
The pharmaceutical market has a number of examples where the same product may have a 
number of applications e g, paracetamol, a drug upon which a number of products 
applications are based.  Here the differences may be in market segments and product 
formulation.  Another dimension of difference concerns marketing channels.  
Pharmaceutical products reach end-users in a variety of ways and an analysis of the value 
chain will identify the core resource requirements for success; these may be packaging 
differences, they may be brand preference based or they may require long term 
relationships in distribution markets.  The value chain concept is based upon searching for 
opportunities that typically have not yet been identified and pursued.  Horizontal 
opportunities also exist in markets.  There are numerous examples of healthcare services 
(opticians, dentists and GP clinics) being offered by FMCG multiple retailers. 
 
The essence of the value chain is that it is a coordinated network of assets, capabilities and 
processes that have been identified as the most relevant to a specific market opportunity.  
A decision confronting the firm is not only is it necessary to match specific skills and 
resources with opportunities within the value chain but also there is a likelihood that 
competitive business models will emerge that offer the same value but can do so at a 
lower cost.  Alternatively technology management can make other processes within the 
value chain more attractive resulting in a shift in the share of value created towards these 
processes.  Often these shifts are responses to changes as the business environment 
changes.  Millennium (a US based pharmaceutical organisation) has pursued the 
opportunities offered in a rapidly changing business environment by integrating the 
expertise of Millennium with those of other organisations.  Millennium’s approach is one 
requiring constant appraisal of market opportunities and a clear knowledge of the current 
‘worth’ of the firm’s abilities.  Millennium has moved from being and R&D company to 
become one with extensive partnership arrangements with other value chain specialists, 
this requires an ongoing search for both vertical and horizontal “gaps”.  (Champion: 
2000).  Figure one illustrates this proposition 
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2. Process:  Using the demand chain approach to identify 
value chain positioning decisions 
The differences between the demand chain led organization and the supply chain led 
organization are based upon emphasis.  While supply chain management is to a degree 
customer focused the emphasis is on efficiency.  Management concern is cost-led and 
attempts to provide an adequate level of service.  The danger here is that customers may 
‘aggregated’ or fitted into categories that appear to be near enough relevant.  Thus the link 
between supplier relationship management and customer relationship management is 
tenuous.  By contrast the demand chain approach is a broader view of relationship 
management taking a view that the two overlap and that effective management is to 
Vertical Markets 
(Specialist Added 
Value Processes) 
Related Horizontal Markets 
(Product-Market and Service Developments) 
• “Service”                                                          AWA 
 
 
 
•Marketing 
 
 
 
 
 
 
 
• “Production”                                                             Haier (PRC) 
 
 
•Procurement                                     Adjacent Markets” Harvey Norman 
 
 
 
•Design and  
Development  
•Business Logistics               Li and Fung (HK)
Differentiated End-Users (Healthcare) 
Incremental Value-Added Markets (Pharmaceuticals) 
Components, Products and Service Augmentation (Automobile Industry) 
Figure 1:  Exploring vertical and horizontal “markets” for competitive advantage and partner 
stakeholder opportunities 
Having established a reputation for timely and 
efficient service in the computer hardware service 
industry AWA is now seeking other markets in 
which to deploy its expertise. 
Li and Fung can best be described as business logistics 
experts.  They manage some 7500 suppliers  
implementing ‘borderless’ manufacturing extends 
throughout Asia; garments may be manufactured in a 
number of countries.  Li and Fung have developed 
expertise in distribution-process technology 
Harvey Norman are increasing both their cash flow 
and their margins by extending their expertise in 
procurement and marketing through franchising 
and “new brands” (Domayne) 
 
Haier (the PRC) white goods 
manufacturer was, prior to 
launching its range of branded 
products a major supplier of retail 
brand products 
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integrate the two.  If this is achieved the result is one in which the often conflicting 
objectives can be brought together more closely.  Clearly there is evidence to suggest that: 
 
Demand Chain Analysis is:  
Developing an understanding of current and future customer expectations, market 
characteristics, and of the available response alternatives to meet these through the 
deployment of operational processes. 
 
and: 
 
Operations Response Management is: 
An operations response system/chain extends conventional supply chain management 
processes to include a wider range of responsibilities such as:   
Product-service specification and design  
Procurement, “production” management & inventory management 
Marketing and sales operations 
“Value delivery” distribution 
Customer services management 
 
It is the efficient implementation of one of the alternative operational responses that will 
not only meet customers’ expectations but also meets the financial objectives of the 
‘organisation.   
 
and: 
 
Demand Chain Management is: 
Coordinating the views of customers with those of the organisation to make feasibility and 
viability coincide. 
 
The current trends in businesses suggest that customer led value generating systems need 
to integrated and coordinated if an organisation is to be both strategically effective and 
operationally efficient and meet the challenges of flexibility, agility and lean operations.   
Value chain positioning: Performance and partnerships 
David Walters 
 
7 
This overall activity is illustrated as Figure 2.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
By using demand chain analysis to identify customers’ expectations product-service 
profile(s) of markets and their segments will emerge.  This not only establishes the 
product and service features for customers but it also prioritises the important, or essential 
value expectations (or value drivers), the features that will at least guarantee the 
consideration of prospective customers.  Following from this the organisation can develop 
a series of produc-service characteristics that will form the basis of the value proposition 
or response to the customer.  At this point it is likely that decisions concerning where 
within the overall industry value chain the organisation can be most successful.  By 
specifying the operations response, the “ideal” response will emerge but this will be 
conditioned by the resources required for this to occur.  It follows that there is a need to 
identify optional innovative responses, responses that offer the organisation the 
opportunity to maximise its share of market value.  The ‘innovative responses’ can then be 
reviewed and, typically, this entails a review of the operational response tasks and 
identifying partner organisations capable of making those responses cost-efficiently.  Thus 
the network based business model first identifies the resources required to meet the value 
offer understanding, and accepting, that it may not possess all or indeed any of the assets, 
processes or capabilities that will be required to compete successfully in the market.  
However the analysis does serve to identify a match that is necessary if a strong market 
response is intended.  Demand chain analysis has explored and has ascertained, for 
example, the role of brands, innovation, and service response and identified the 
sensitivities of customer response to these and other product-service features.  It also 
identifies structural changes within the industry by identifying the alternative value system 
Demand Chain Management 
Market Opportunity Analysis 
Operations Response Management 
(Implementing Product-Market Strategy) 
Figure 2:  The demand chain offers an approach to value chain positioning decisions 
• Customer data base(s) management: internal - extern                                 Market definition(s) and range of customer expectations     
•Market segment(s) size & purchasing pattern.                                                                          Capacity, location, logistics responses 
•Customers’ purchasing processes & organisation.                                                                Sales, distribution & service organisation 
•Customers’ “value-in-use” profile.                                                                    Product & service design: Service support organisation 
•Customers’ value drivers & value availability (BTO/BFI)                                 Processes and capabilities requirements & availabilities 
•Influence of brand image                                                               Existing brand (brand leverage) “New” brand (partner agreements) 
•Customer communication processes                                                                Control, competitive advantage and cost effectiveness 
•Customers’ logistics service expectations         Processes, capabilities, locations and capacities(inventory service levels & locations 
•Customers’ product-service “service” expectations                                             Service facilities: time response, capacity and quality 
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structures that prevail, their relative success, and where added value is migrating within 
the value systems.  The operational response then determines the production facilities and 
networks, market entry networks and the market management networks that will be 
required for a successful response.  A strategic response requires skilled integration and 
coordination of the resources regardless of their ownership and location.  As already 
established all or some of these may be external to the company (possibly in an overseas 
location) and therefore may be accompanied with high levels of risk.  As figure four 
suggests it is not unusual for ‘innovative responses’ to involve suppliers, customers 
themselves (IKEA), and even competitors (co-opetition) where manufacturing and 
logistics capabilities and capacities are increasingly leveraged. 
 
The role of the individual firm within the industry value chain can be illustrated by Figure 
three.  Successful value chain partners work together with other partners each of who offer 
complimentary expertise – assets, processes and capabilities.  In the example of 
Millennium, above, the CEO, Mark Levin has pursued the opportunities offered in a 
rapidly changing business environment by integrating the expertise of Millennium with 
those of other organisations.  Millennium’s approach is one requiring constant appraisal of 
market opportunities and a clear knowledge of the current ‘worth’ of the firm’s abilities.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure four suggests a starting point.  If the organisation is to identify with a role within 
the range of value chain processes it is sound business sense to establish itself in that role 
and to monitor potential competition that may attempt to undermine its positioning.  This 
requires rigorous self analysis and takes a prospective view of product and process 
developments together with a similar long-term view of competitive activities.  Often this 
suggests to an organisation that possibly due to value migration, or perhaps an external 
shift in the industry characteristics due to changing technology, or may be relationships 
structures a company may consider it timely to shift its positioning within the value chain.  
Figure 3:  Integrating into an Industry Value Chain 
Customer 
Expectati
Individual organisations with 
specialist assets, processes and 
capabilities (STRENGTHS) and 
limitations (WEAKNESSES)   
….no design & development 
and no marketing 
The incentive to join a value 
chain and partner with firms 
that have specialist 
procurement and production 
and take the 
OPPORTUNITY to make 
greater use of their 
distinctive capabilities and to 
eliminate weaknesses!!! 
Value 
Delivery 
Resources 
hAssets 
hProcesses 
hCapabilities 
Research 
and 
Development 
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Internal factors may also suggest this to the organisation’s management as the 
organisation develops new skills. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.1 Researching the Demand Chain 
An interesting way of viewing this is to apply the model developed by MacMillan and 
McGrath (1997) who suggest that the customer life cycle, or the consumption chain, is a 
means by which firms:  "… can uncover opportunities to position their offerings in ways 
that they and their competitors would never have thought possible".  "Mapping the 
Consumption Chain" captures the customer's total experience with a product or service.  
Such a process identifies numerous ways in which value can be added to a product or 
service.  The mapping process to identify the consumption chain comprises a series of 
questions aimed at establishing aspects of behaviour that occur.  The answers to these 
questions identify opportunities to add value and determine the shape of both the demand 
chain and of the required supply chain responses.  From an analysis of the answers it then 
becomes possible to identify the different process drivers, some of which can be 
categorised as demand driven and some as supply driven are all essential to motivate 
customer expectations and subsequently purchase decisions.  An efficient supply chain 
alone provides only half the solution, as does an efficient demand chain.  The answer 
would appear to be an effective demand chain that encourages a strategic approach to 
market opportunity analysis.   
Value Chain Process 
 
Design and   Procurement   “Manufacturing”  Marketing  Service  
Development 
“Industry 
Visionary and 
Coordinator” 
“Brand 
Manager” 
“Contract 
Manufacturer” 
“Process  
Specialist” 
Product-Markets 
•Automobiles 
•Computers 
Dell
•Sports equipment 
•Fashion 
Nike 
•Consumer durables 
•PC assembly 
•Design specialists, R&D 
•Buying consortia 
•“Branded” exclusive 
components - Intel 
•Net-based marketing 
•Maintenance services 
Figure 4:  Positioning Alternatives in the Value Chain 
Value Chain  
Role(s) 
Logistics 
Complementors 
•Automobiles 
•Travel 
•Computers 
•Homeownership 
•Healthcare 
insurance 
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One other important aspect of demand chain analysis is its ability to identify changes that 
occur in markets.  A feature of contemporary markets is value migration.  Value migration 
occurs as both economic and shareholder value flows away from obsolescent (and 
obsolete) business models.  (Slywotzky and Morrison:1997).   Value migration is the shift 
of business designs away from outmoded designs toward others that are better designed to 
maximise utility (value) for customers and profit for the company suggesting that many 
value systems undergo changes due to changes in the industry drivers; knowledge, 
technology, and process and relationship management.  It will also be recalled that these 
changes can bring about major changes in industry structure and, as a consequence, the 
distribution of the added value structure of the industry.  We would suggest that market 
added value is a more important characteristic than market share.   
 
Understanding the demand chain can identify emerging opportunities. For example, 
Medical Monitors, a manufacturer of in-home health monitoring equipment has acquired 
two ‘gated communities’ for over 50s in Queensland as part of a new strategy that aims to 
capitalise on the aging population market. (O’Toole: 2006).  The company also has plans 
to purchase another $80 million worth of resort-style property.  Atkins (2006) describes 
significant changes in the toy industry.  He comments upon the decline of traditional toy 
manufacturers Airfix (UK) and Märklin (a top-of-the-range German model train 
manufacturer).  He argues: “Post-industrial countries do not need future leaders who once 
assembled plastic-cement-covered Battle of Britain aircraft.  Far better to encourage 
creativity, role-playing, problem solving and digital know-how – even if that means 
PowerPoint presentations win over pots of paint.  Computer games are part of that, but 
traditional manufacturers are realising how they can thrive”.   
 
Atkins gives further examples.  Märklin has completed the “ritual” cost cutting purge but 
has also developed a range of: “simpler, more exciting products, especially for smaller 
children “who are overwhelmed by complex electronic railway systems”.  He also recalls 
that Hornby (a well known traditional UK train-set manufacturer) was rescued by 
outsourcing its manufacturing to China but is now offering a computer software based 
product that allows a virtual construction and operation of a model railway for kids and 
adults who like to touch and feel.  Playmobil (Germany) has introduced a range of figures 
that introduce children to human interactions and relationships.   
 
The point being made here is that in these examples an entire industry is undergoing major 
value chain repositioning changes.  These changes reflect opportunities that are becoming 
available because of underlying changes in consumer intellect and development and also 
identify the changing “industry value drivers” and consequently the need to identify the 
prominent organisations in the industry who are about to become essential new 
stakeholder partners to the traditional “visionaries”, who, unless they respond, will be left 
behind as others replace them. 
 
Hines op cit. (2000), investigating the efficacy of an integrative approach to demand chain 
management, emphasises the importance of identifying customers’ value profiles as the 
basis for creating competitive advantage.  They present an argument suggesting marketing 
philosophy is becoming focused on matching customer needs with the solution being 
based upon delivering “needs based value” rather than arbitrarily expanding the product 
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range and number of product variations as a means of increasing market share.  The focus 
becomes one of capturing the share of market added value and to do so requires an 
integrated approach that is both intra-organisational and inter-organisational:               “ … 
developing marketing, cost, and operations approaches…  …(with organisations)  able to 
speak to one another.”   
 
The growing importance of share of market added value rather than (or as well as) market 
share has introduced changes to marketing.  Typically at the early stages of the growth of 
a recently introduced product-service it’s ‘return on investment’ is high, particularly in a 
growth market with fragmented competition.  However when the market reaches some 
stability and/or competition becomes organised, the returns on growth are far less.  If the 
firm continues its expansion of market share the ‘incremental returns’ decrease (due to 
decreased rate of market growth) but the costs can continue to increase suggesting that a 
strategy of increasing share of market added value is likely to offer better returns, 
particularly if the firm monitors value migration and adjusts its value chain position to 
take advantage of opportunities arising from shifts in added value.  There is also the 
possibility that by changing the company positioning within the value system, and its 
partnership structures, the total costs can be reduced.  Value migration is not exclusive to 
a particular industry.  The expansion of partnership structures, together with the shift from 
the operational focus of cost reduction to one more of “strategic fit”, suggests we shall see 
even more activity in the future. 
 
The demand channel profile identifies the potential market and the segment(s) that are 
relevant to the organisation.  The potential segments may be evaluated by considering the 
resource requirements (the assets, processes, capabilities and capacities) necessary if a 
viable market is to be established.  The efficacy of the various alternatives can be assessed 
by comparing the revenues and costs that each will generate (see below for a discussion 
on performance metrics).  Clearly this initial evaluation is likely to eliminate some of the 
alternatives, either on the basis of unacceptable financial and/or marketing performance, 
or because the “control” characteristics distance the company from the ability to make and 
implement major decisions in supply markets or in downstream distribution and end user 
markets.  
 
2.2 Demand Chain Analysis Focuses the Operational Response  
The operational response chain comprises both product–service and production process 
design; decisions here determine procurement and supply chain processes.  This practice 
is increasing in the apparel industry; Li and Fung (Seely Brown and Hagel (2005), www. 
lifung.com) implement their retailer customers’ product - service design programmes by 
carefully selecting materials and process suppliers that are relevant to the customer market 
positioning.  In the context of New (2000) his variety, inventory and quality trade-off 
decisions may be addressed; however the choice is no longer which- but rather a 
combination of whom? how? where?, and when? - as organisations become virtual 
networks.  
 
Figure five illustrates the processes involved when the demand chain and the operations 
response system are integrated; it shows three stages.  The first is to ask; what is the 
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operations response system information requirements?  Clearly, when significant 
investment may be required to meet a market opportunity successfully, questions 
concerning the opportunity to use external design partners’ capabilities to meet customer 
expectations, service requirements and the influence of other ‘variables’ such as the range 
of applications the product (or service) may be used for, locations and conditions, etc.  
 
 Another concern for the operations response is how, where the ‘product’ will be produced 
and who will produce it.  This will involve the evaluation of a range of alternatives and 
questions to resolve the optimal solution starting with a review of the organisations 
resources and matching these to market expectations and constraints.  The required result 
from this exercise is a ‘structure’ that can be managed to meet both the customers’ 
expectations and those of the organisational partnership network.  Service support is 
critical for success; as suggested service has become an integral component of the product 
and the impact of poor service on customer productivity (downtime etc) should be 
considered at the design stage.  An important consideration here is for the organisation to 
consider the ‘knowledge requirements and capabilities’ of service organisations; by 
creating a knowledge base that details product applications and product and service 
problems they (the problems) may be addressed during the design stage of the product-
service development processes, and, where necessary by procurement and production. 
Value chain positioning: Performance and partnerships 
David Walters 
 
13 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Demand Chain Analysis can answer these questions.  Its primary role is to provide a value 
proposition for both the customer and the stakeholder partners.   
 
An operations response system requires information input to enable it to reach decisions 
concerning design and development of product, support services and production processes 
and support requirements.  In addition it makes decisions on procurement and productions 
planning, information identifying volume, the range of product characteristics and the 
levels of service support are necessary if the capabilities and capacity requirements are to 
be met.  Service support decisions are made on the basis of information concerning 
product application, where the product will be “working” (ease of access to service 
facilities etc).  Clearly at this stage of planning decisions can be flexible and servicing 
difficulties may best be resolved at the product design stage.  
 
Procurement, Production and Market  
 Operations Planning? 
 
•Procurement and supply network system  
design and management 
•Production process system specification,  
evaluation and implementation 
•Quick Response supplier system network 
design 
 
Figure 5: Using the demand chain to develop an efficient operations response system 
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and brands (eg; Intel,Coca Cola) 
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 eg; design and development  
•"Access" to specialist inputs  
•"Access" to specialist facilities, 
 equipment & processes  
•Service management networks 
•Product/service performance 
 delivery and maintenance   
Production Facilities and Networks 
 
•Inter-organisational process 
management 
•"Access" to ‘commodity’ inputs 
•"Access" to non-specialist facilities,  
  equipment & processes 
•Capacity and quality management  
•Service management networks  
•Product/service performance delivery  
  and maintenance 
Market Entry Network 
 
•Customer databases •Market liaison  
•Brand and Reputation equity 
•Patents and Licences  
•Specialist processes and services eg; 
design and development  
 
Market Management Networks 
 
•Market reach •Market influence  
• Communications “Richness” 
•Loyal customer base(s)  
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 (Intermediaries and Customers) 
Specifying the 
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Response 
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iQuality 
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      Time 
         Location 
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Product/Service Characteristics 
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Service Support? 
 
•Installation and maintenance 
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Design and Development? 
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management 
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•Production support 
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Market Management Networks 
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Value chain positioning: Performance and partnerships 
David Walters 
 
14 
Given these answers the organisation can move on to specifying the operations response 
system and ensuring the availability (or accessibility) of the necessary assets, processes 
and capabilities, and production facilities and networks.  The operations response system 
should include the planning and management of the market entry network and market 
management networks, hitherto a marketing exclusive. 
 
A comprehensive (total) approach to an operations response requires an evaluation of 
marketing and sales operations and decisions concerning appropriate a Market Entry 
Network.  The increasing acceptance of co-opetition describes the situation in which 
competitors work together to meet individual objectives using mutual facilities and of co-
productivity (a more operational role by suppliers, distributors and customers in which 
they undertake tasks that hitherto were the role of other channel/chain participants) have 
expanded the value delivery options, often adding both effectiveness and efficiency to the 
final organisational structure.   
 
Market Management Networks are also important, specifically the application of 
developing approaches to knowledge, technology, process and relationship management.  
An important concern for management is the need to maintain market communications 
with customers, distributors and suppliers.  Increasingly these are becoming as important 
in terms of operational response as they are from a strategic analysis and planning 
perspective.  Markets are continuing to fragment and response demands are becoming 
diverse not only in terms of order response times but often for product and service 
expectations.  Mentzer (2006) suggested this as a role for demand management – the 
relationship management aspects of supply chain management.   
 
3. Process: Successful partnerships – successful positioning 
Having identified the resources essential for success the same exercise will have also 
identified who “owns” these assets, capabilities and processes.  Typically they are spread 
across a number of organisations and the next step is to establish how successful 
partnerships can be built and operated. 
 
Figure six identifies four important areas that are requirements for evaluating any 
partnership proposal.  Qualitative and quantitative considerations need to be assessed from 
both partners’ interests.  Clearly the better each understands what it is the other is seeking 
the more likely a working partnership will be established – and the more likely it will last 
for a worthwhile period of time.  As figure six is suggesting some of the qualitative and 
quantitative criteria are likely to be short-term issues (ST) only; others will have long-term 
implications (LT) while some are relevant issues for both short and long term decisions.   
 
3.1 Quantitative Considerations 
Share of market value is becoming an important concern for the “new economy” 
organisation given the increase in network business models.  For the vertically structured 
(more traditional organisation) market share was important because typically high market 
share and high ROI were linked through the economies of scale that high production 
volume produced.  However the approach of the network value system is to consider 
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stakeholder returns and this implies a model that seeks to optimise, not necessarily 
maximise, the overall return to the value network.  Thus the share of market value 
assumes an important role in assessing the quantitative considerations of partnerships.  
The impact on cost structures is important in short term responses, and may provide an 
opportunity to improve the share of market value generated, however recent research 
suggests that simply to look for low cost labour and materials as a response offers only a 
short-term reprieve and is often accompanied with problems of quality and delivery 
management.  Managing free cash flow is becoming a dominant quantitative issue 
 
It has both short and long-term considerations but anecdotal research (supplemented by 
comments in the business press) suggests that long-term factors are becoming much more 
important as the “market” is increasingly using free cash flow as an investment 
performance metric.  Closely related is the impact of partnership decisions that influence 
investment requirements and, in turn, their impact on financial and operational gearing.  
The ability to operate with low capital intensity offers strategic and operational 
advantages.  Strategically the organisation avoids investment in product-markets that have 
short (and increasingly shortening) technology application cycles and from an operational 
perspective the benefits of JIT and similar structures enhances both flexibility and agility.  
Similarly it can be argued that low gearing (capital intensity) improves the ability to 
pursue additional opportunities – hence the impact on opportunity cost is an important 
consideration 
 
3.2 Qualitative Considerations 
Within the group of qualitative considerations value chain positioning is probably the 
most important item.  We have established that changes in customer value expectations 
are occurring continually as do changes in the operational responses of competitors that 
often results in value migration.  In other words it is important to monitor the relevance of 
the value chain positioning of all participants because it encourages the question: could we 
respond adequately?  It is important in the short term because pricing and service options 
can be developed and implemented rapidly, and in the long term our competitors may well 
be organisations we do not currently know. 
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It follows that by continually monitoring market opportunities an organisation is aware of 
the need to restructure its operational response that may result in internal restructuring of 
processes and capabilities or it may need to resort to external sources.  The decision to 
compete can take a number of stances.  One position is to monitor the major competitor(s) 
and match their offers; thus maintaining competitive necessity (a value proposition that 
positions an organisation along side its competitors).  Alternatively the decision may be to 
to offer the customer greater value and in this instance establish competitive advantage.  
For both options partnership arrangements may be serious alternatives.  An influential 
factor will be the nature of the required resources; Kay (2000) suggested that an 
organisation may approach the partnership decision by considering the need to invest in 
distinctive resources (R&D expertise, strong brands, etc) in order that strategic leadership 
is maintained.  Reproducible resources (logistics services, accounting processes, etc) may 
be outsourced.  However as both Normann (2001) and Gottfredson (2006) imply the 
difference between distinctive and reproducible resources is narrowing such that access to 
resources and the ability to control their application becomes more important than 
ownership; this is the control versus coordination issue.  Closely related to both is the 
concern for access to resources and to the market, here again partnership arrangements 
may offer short and long term solutions.  The implications for share of market value, 
Quantitative Considerations 
 
iCompany’s share of market value 
iStakeholders’ share or market value 
iValue chain/system share on market value  
iImpact on cost structures ST 
iImpact on free cash flow ST/LT 
iInvestment requirements and implications for: 
        financial gearing 
        operational gearing 
iWhat is the opportunity cost?  ST/LT 
 
Partnership Incentives 
 
iImproved  performance and longevity ST/LT 
iIncreased/balanced capacity utilisation ST 
    or capability) ST/LT 
iImproved market access ST/LT 
iImprove access to resources ST/LT 
iQuality Assurance guarantee ST/LT 
iLong-term supplier/customer relationship LT 
iPrice/cost stability ST/LT 
iImprove share of market value capture ST/LT 
Evaluation Criteria 
 
Compatibility of “Fit”  
iStrategic “fit” LT iFinancial “fit” LT 
iOperational “fit” ST 
iRelationship “fit” ST/LT 
 
Impact on: 
iCustomer response ST/LT 
iShare of Market Value ST/LT 
iInvestment requirements LT 
iFunding & financial gearing LT 
iOperational gearing LT 
iRelative Competitive Advantage LT 
iRisk (returns spread) ST/LT 
 
Improved coordination of: 
iSRM iCRM ST/LT 
Figure 6: Considerations that influence partnership decisions 
ST/LT 
Qualitative Considerations 
 
iValue Chain positioning (Firm? Potential partner?) ST/LT  
iCompetitive necessity or competitive advantage ST/LT 
iExploit a distinctive resource (asset, process 
    or capability) ST/LT 
iAdd additional value to existing product-service ST/LT 
iControl vs Coordination (available vs required) LT 
iImproved market access 
iImprove access to resources 
iAccess ‘global’ sourcing information via Internet 
iRely on competitive pricing from suppliers 
    rather than internal transfer pricing to control costs 
iImplications for share of market value, profitability  
    and  risk ST/LT 
iCustomer response planned/actual ST/LT 
Partner Resources 
Assets, Capabilities, 
Processes 
 
Resources 
Assets, Capabilities, 
Processes 
ST/LT ST/LT 
ST/LT:  Short term/Long term 
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profitability and risk should be considered throughout the decision process; any 
partnership solution that inhibits any of these may well have a detrimental impact on 
shareholder and customer value delivery.  Clearly customer response is the ultimate 
consideration. 
 
3.3 Partner Incentives 
Clearly the basic criterion for a partnership to be successful is that all parties benefit.  The 
benefits may differ but improved performance is essential.  This may be financial, 
marketing or operational performance and it may be direct or indirect.  For example 
computer hardware companies typically use service organisations to manage their 
warranty obligations and the ongoing service expectations of customers.  In some 
instances large organisations demand a 15 minute service response.  This type of service is 
expensive to manage, the investment is huge and is unlikely to be utilised at a productive 
level (if it is then there are other problems too) – outsourcing is an obvious solution.  In 
this instance the role of communication interactions becomes very clear; fast and accurate 
information concerning the ‘problem’ is required, furthermore the service transactions 
need to be recorded for service performance measurement purposes and to identify 
persistent product performance failures.  Capacity utilisation is an important incentive.  
For seasonal and low volume markets it is not uncommon to find examples of co-opetition 
in which competitors agree to manufacture, distribute and/or service each others products 
thereby reducing average costs and increasing productivity for both partners.  In ‘high-
tech’ industries technology life cycles are shortening and hence the investment in specific 
products or processes has a very short period over which its investment can be recovered. 
If this is a distinctive resource it often appears across a range of products within the 
industry.  This incentive is closely linked to both market and resource accessibility; for 
example PC and notebook products have become “commodities”.  As a result the 
computer hardware industry has fragmented and specialist process suppliers have 
appeared within the industry; R&D is expensive, it has short application life cycles and 
many are seen as competitive necessity product features.  It follows that Intel and similar 
process and component manufacturers become significant partners in the industry.  Seely 
Brown and Hagel (op cit) discuss the increasing role of the OED (original equipment 
designer) in this industry.  In the automotive industry component suppliers operate in a 
similar way.  In this instance it is the product features that become commodities.  For 
example, ABS braking, in car entertainment, and GPS accessories are ‘expected’ in 
specific price segments.  The other benefit that accrues is a quality assurance guarantee; 
the specialist suppliers create their own brand images (often with the dual purpose of 
keeping investors aware of their success as well as to influence indirect end-users).  It is 
also arguable that these partnerships contribute to long-term price/cost stability in these 
markets.  This has an inherent logic because the specialist suppliers benefit from 
economies of scale and scope because of reliable production forecasts, the product 
assembler/manufacturers avoid excess investment in R&D and the end-user is satisfied 
with the knowledge that the product is reliable and in the unlikely event of a problem it 
can be resolved quickly because it is a ‘standard component”.  For many industries these 
considerations are similar and to ensure an economically viable share of market value 
partnerships are a necessity.  However for the partnerships to succeed management must 
ensure that the relevant interactions are structured to ensure this occurs. 
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3.4 Evaluation Criteria  
Compatibility of “fit” is a major issue.  Clearly while each factor is important it is likely 
that strategic fit dominates the model.  It gives effective direction by identifying 
opportunities for growth from strategic alliances that are unlikely to be available to non-
aligned organisations.  Given that the purpose of an alliance is to identify opportunities for 
growth that may not otherwise be accessible and also given that these are sought on the 
basis of “high” return/“minimal” risk then it follows that strategic fit will have priority.  
Financial fit is important because here because not only is enhanced and improved 
financial performance a basic business motive it is essential that the business model that 
emerges is financially viable.  Concerns here are the overall impact of decisions on not 
just revenues but on investment and costs.  Any alliance model that results must have 
operational fit.  Simply put the structures that emerge must ensure efficient 
implementation of the business model.  Essentially we are concerned to be able to achieve 
key operational objectives cost-efficiently. Relationship fit is an important element of this 
model.  Fundamental concerns here should consider the “fit” of both corporate cultures 
and management styles into an alliance structure.  Without compatibility across these two 
components it is unlikely that the remaining concerns will be viable.  Measuring the 
performance of alliances is not easy.  There are a number of concerns.  Clearly the first is 
to agree a common approach to performance measurement.  As partners are likely to have 
different goals (and these are likely to be qualitative as well as quantitative) agreement is 
likely to be difficult.  Furthermore as partnerships are concerned with collaboration the 
primary interest is the ‘health’ of the relationship.  A second problem that has been 
identified concerns accounting policies within each organisation.  The authors make the 
point that operations become entwined further complicating accounting measurement.  
This can be further complicated by difficulties experienced in identifying inputs of each 
partner.  Measuring the benefits delivered is just as problematic.  Alliances often generate 
revenues from related or complementary products, sales that would not otherwise have 
occurred.  Intangible benefits accrue, such as access to new technologies and processes, 
together with opportunities to acquire knowledge.  Being linked to a major brand will also 
create intangible benefits.  All of these aspects are likely to contribute towards a 
strengthening of one or other organisations competitive positioning.  Somehow the 
accrued benefits and costs must be accounted for if the performance of the alliance is to be 
measured and if the value of each organisation is to be measured.   
 
Partnerships require considerable investment in time and cash; consequently it becomes 
essential that the results are monitored in order that corrective actions may be taken.  
Among the criteria often used customer response is most frequently cited.  Partnerships 
are often formed around the need to meet specific customer expectations and these can be 
measured to ensure the partnership is delivering their value expectations.  Clearly share of 
market value is important and this may be monitored by using economic value added, 
(EVA) is a measure proposed by consultants Stern Stewart and Co.  EVA is calculated by 
deducting from after-tax operating profit the total cost of capital. The notion of capital is a 
comprehensive calculation including fixed assets, working capital and could include 
intangibles, such as capitalised expenses to maintain brands, R & D and management 
development expenditure, if these are of significance. A positive EVA indicates that 
management is creating value for the shareholder (and the stakeholders), while negative 
values suggest value is being destroyed.  The advantage of this method is that it is based 
on the notion of economic profit, rather than accounting profit providing a more accurate 
cost of the capital used to create the profit over the period in question is used not simply 
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depreciation a tax based item.  Kay’s (1993) measurement of added value is a “purer” or 
more academic measure of an organisations share of total available market value.  Kay’s 
approach is to consider the aggregate added value of each of the value system participants.  
By using an aggregate base it offers an opportunity for the value chain/system coordinator 
to identify alternatives and consider changes to the ‘system’ that either increases the value 
produced (i.e. improved product-service performance or perhaps quality – both aimed at 
charging higher prices based upon the sensitivity of customers to improvements in core 
value drivers) or, to reduce the costs of meeting the existing product-service (thereby 
increasing revenues through the volume effect of a lower price offer).  Clearly it is 
conceivable that both effects may result.  An alternative method is to generate DCF 
appraisals for evaluation purposes; the NPV ratings indicate those partnerships that should 
be considered further.  This method also identifies investment requirements and the impact 
each may have on financial and operational gearing and, therefore on funding 
implications.  Assuming competitive advantage to be a relative measure then both EVA 
and NPV rankings can be used to measure alternatives.  A measure of relative risk is 
important and this is discussed below.   
 
3.5 Evaluating the Costs of Partnership Options 
The important question is: what cost entities are relevant for this decision?  The original 
work on transaction costs and the more recent inputs on interactions and interaction costs 
have not offered pragmatic solutions.  Figure seven attempts to open the discussion.  It 
suggests that two aspects be considered.  First we consider operational (conventional) 
outsourcing; where the primary reasons for outsourcing are largely due to competitive 
pressure on costs or lack of capacity to achieve economies of scale.  As suggested by 
figure seven, three considerations should be made.  The first concerns variable costs; 
clearly if an alternative source is available offering a price that is lower than the existing 
variable costs it should be considered.  However there are other factors that may influence 
the decision.  Newman (2005) reported comments by Richard Abela, head of 
manufacturing and supply for the Bonds group, who spelt out the difficulties of not 
matching market requirements for quality, variety and delivery times – the result could be 
the loss of an order or the order and all of the customer’s future business.  This provides a 
measure of short-term risk and is not difficult to calculate using a probability based 
estimate expected value(s).  Opportunity cost enters the calculation when there are other 
demands on limited capacity.  The author was given an example of an FMCG company 
(in food processing) who required production capacity (and secrecy) to introduce a new 
product.  An arrangement was reached with a competitor whereby the competitor 
manufactured an existing product thereby releasing the capacity required to process the 
new product.  Here the opportunity cost was not difficult to calculate. 
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Figure 7:  Evaluating partnership decisions: quantitative issues 
 
Strategic (transformational) outsourcing costs are a little more complicated.  A major 
consideration is the investment involved in “entry and exit costs” which, for some projects 
in the high-tech and pharmaceutical industries can be prohibitive.  Variable costs can be 
important but as the time horizons are greater (and as economists remind us all costs are 
variable in the long-run) there is scope for innovative thinking.  For example instances 
have been cited where some companies have designed products and processes such that 
they have retained those parts of both that are sensitive in terms of needing to protect 
intellectual property and have sought external suppliers for the components that are cost 
sensitive because of labour content or perhaps because of economies of scale, or even 
because of opportunity costs (i.e. for similar reasons as the operational example above).  
The risk costs do need closer examination.  If the new venture takes the company in to a 
product-market that is new then the risk analysis should be based around DCF profiles 
that reflect higher costs of capital.  One frequently used measure is the “returns spread” 
which is simply a measure of the expected ROI less the weighted average cost of capital 
(ROI less WACC).  The rationale here is quite simple; the further away from an 
organisation’s existing business it ‘travels’ the higher the perceived risk.  If an automotive 
manufacturer opted to move into FMCG food processing and sought finance from the 
“Market”, the response at best would be a higher borrowing rate – at worst huge 
guffaws!!!  This unlikely example makes the case for strategic/transformational 
outsourcing, it takes the organisation into areas of organisational structure as well as 
strategy (hence the transformation label): this type of undertaking is beginning to become 
Partner 
Resources 
Assets, Capabilities, 
Processes 
 Quantitative Evaluation Criteria 
Resources 
Assets, Capabilities, 
Processes 
Operational/Tactical Outsourcing Cost Criteria (Short-Term) 
 
Variable Costs +/- Costs of Risk+ Opportunity Cost > = < External Supplier Costs  
 
Strategic/Transformational Outsourcing Cost Criteria (Long Tem) 
 
                 Avoidable  
:         Entry Investment        +   Variable Costs +/- Costs of Risk+ Opportunity Cost > = < External Supplier Costs 
    and Potential Exit Costs 
 
Where: Opportunity Cost = Forecast Revenue less Average Cost of Best Alternative; and 
 
Costs of Risk (Short-Term) = the impact of late deliveries, poor quality and returned products  
on revenues and costs; and 
 
Costs of Risk (Long-Term) = the impact of failure to meet resource investment and agreed roles and tasks 
 
Note: The evaluation could be enhanced by using a discounted cash flow technique to calculate 
 the NPV of free cash flows generated by alternatives for the strategic (long-term) outsourcing 
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more frequent, due possibly, to the increasing popularity of financing options such as 
private equity funding where in many instances it is not simply capital that is made 
available but also expertise. 
 
4. Concluding comments 
Clearly some lessons have been available (if not learnt) and issues for consideration have 
been identified.  Boulton et al (2000) make a useful contribution they contend: 
 
“The encompassing challenge that companies face in this new environment is how to 
identify and leverage all sources of value, not just the assets that appear on the traditional 
balance sheet.  These important assets including customers, brands, suppliers, employees, 
patents, and ideas – are at the core of creating a successful business now and in the future  
…  … But what assets are most important in the New Economy?  How do we leverage 
these assets to create value for our own organisations in a changing business 
environment?  What new strategies are required for us to create value?” 
 
The authors continue by making the point that the new business models comprise asset 
portfolios whose success is influenced by the interaction of the assets.  Furthermore, in the 
new economy business model, asset portfolios are far more diversified than those of 
traditional organisations and include intangible assets such as relationships, intellectual 
property and leadership.  They suggest that new business models are becoming 
commonplace in “every industry” in the new economy. 
 
“In these emerging models intangible assets such as relationships, knowledge, people, 
brands and systems are taking center stage.  The companies that successfully combine and 
leverage these intangible assets in the creation of their business models are the same 
companies that are creating the most value for their stakeholders."  (Boulton et al) 
 
For Boulton et al it is clear that: “…the ultimate success of each of these companies 
depends not on its ability to make the most of just one or two assets, but on its skill in 
optimising all assets that make up the business model.”  But clearly they must first 
understand where, within the value creation, production, and delivery system their 
expertise will be best deployed. 
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